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MEMORANDUM FOR: Mr. Julius L. Katz 
Deputy Assistant Secretary for 
Economic and Businces Affairs 
Department of Stata 
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Effects of the 1973 Arab O11 Embargo 
With and Without the IEP as Formulated 
Prior to the Most Recent Meating of 
the Enexgy Coordinating Group (ECG) 


e 


1. Attached is the requested information comparing 

how the United States, Canada, Western Europe, and Janan 

fared during the 1973 “Arab oil embargo with how they would ! 

have fared under the Integrated Emargancy Program (IEP). : 
2. Ie should be noted that the specification of 

the IfP formula (and, hence, the computed thares under 

tha IEP) does not reflect any changes made during the 
July 28-29 meeting of the ECG in Brussels. 


3. We will be pleased to provide any further i 
analyses you may require. 


ttachment: 
As stated 
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Addressee 

W. Hale, CIEP 

C. Cooper, Treasury 
S. Bosworth, State 
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2 1. In late 1973 the Oxganization of Arab Petroleum 
Exporting Countries (OAPEC) cus Oil production and ea 
i exports to the major oil Sinporting countries in an effor 
“8 to press Arab political demands. fre embargo lasted orig 
‘ a few months, but tha United States, Canada, Western Europe, 
“ and Japan hopa to deter Similar action in the future by 
“ agreeing to act eogetner Guring eny new embargo. The 
: Proposed basis for this @action’is the Integrated amexgency 
‘ Program (IEP). (See Table 1 for a su: 
A 


2. In this note wa fa 
the 1973 Arab emnsargo on oil 
Canada, Western Surope, and 


effects with what would nave Reese auring the same 
embargo under the I= 


_ . 


The 1973 oOApEC Embarco 
rn nnn te 


3. On 4 November 1973, the Arab oil pYreducers agreed 
among thenselves to cut oroduction Dv 25% Taey planned to 


continue ~educing production Dy 5% each m oath until the oil 
Aa 


Squeeze prompted ths major Western consumers to alter their 
positions on the Arab- ~Israeli conflict. xo wei of che 
Arab producers nonored he agreement, Dut OAPEC did cut 


Production by about one-fourth in November 1973. 
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4. We do not 
Production cut on o 
Western Eu urove, and 
diversions, aelivery 
and changing Arab volic 
much of the Piceire.. { 
intended to s+ cOD comple 
States and to allocat 
Tegular customers in 
this basis, wea estina 

_the United s+ ces, Canada, We 
group lost 3.2million barrels 


ports by the united States, Canada, 


Beas oil. exports to the United 

ting oxroduction anong their 

29n to normal purchases. On 
the heicht of the embargo 

ern Europe, and Japan as a : 

er Gay (mb/d) or 14% of normal 
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Table 1 


Oil Sharing Under the Integrated Emergency Program (IEP) 


Embargo Loss 


CASE 1: No member country 
loses more than 5% of its 


oil consumption. 


CASE 2: At lcast one member 
loses more than 5% of its oil 
consump’.ton, but the members ~ 
jointly lose less than 7% 

of their consumption. 


CASE 3: The group loses 
between 7% and 14% of its 
normal consumption. 

CASE 4: The group loses 
more than 14% of its normal 
consumption. 


Embargo Loss is Compensated by: 


Demand Restraints 


The IEP requires no member 
to restrain its oil demand. 


Each member absorbs its 
embargo loss--up to 5% of its 
normal consumption--through 
either demand restraints or 
stock withdrawals. . 
Each member restrains its 

oil demand by 7%. 


Each member restrains its ~ 
O11 demand by 10%. 


Oil Sharing 


The IEP requires no oil sharing. 


Aftex cach member absorbs its 

embargo loss up to 5% of its normal 
consuiption, the remaining shortfall } 
is shared on the basis of imports. 


The shortfall remaining after demand 
restraints is shared on the basis 
of imports. 


The shortfall remaining after demand 
restraints is shared on the basis 
of imports. 
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Table 2 : 
Estimated Oil imports With and Without the IEP During 
the 1973-74 Arab Oil Embargo 
fin million barrels per day and percentage of normal imports) 


Total Imports . 
Available 1/ United States Canada Western Europe Japan 


ne 


(mb/d) (%) {mis/d) (3) (mb7d) (2) (mb dy) (%) (mb/7d) (sy 
Without the IEp 23.2 86 4.38 74 0.98 99 12.81 987 4.99 92 


With the IEp 23.2 86 4.45 & 0.82 84 13.96 89 4.83 89 


1. Total imports available to the US, Canada, Western Europe, and Japan, 
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total imsorts. (See Tables 2 and for figures on the 
indivicual countries.) 


Results With and Without the IE> 
Bs eee 


9. Each of the embargcoed countries offset the 


reduction in ats stvplies either het zeducing consumption 


ox drawing Gown Steckpiles. Une tne IEP each country 
woule nave had to reduce con ooaha Dy 7% and share the 
remaining group suypilv shorerail OL about 1 mb/d accoxrd: ac 
to pre-embarco import shares. The United States would 
have absorbad 228 of «his shore ali, Canada 4%, Western 
Europe 543, and Japan 208 (see Table 2). 


6. The United States individually lost about 253 of 
its imports or 8.5% of its normal consumption during the 
1973 embargo. Without the IEP it had.to make ep the 


tion or drawing down 
Stocks. with the IEP, it would have nad 20 reduce 
consumption by 78 and abecrs 22% of the ren wining Hay-rol oP Za 
group shortfall out O= stocks or by further reéu cine 
consumption. This amounts to an 3 


By 
he 
entire amount DY recucing COnsund 
n 


Mane 


a 
-23 loss in normal 
consumption, compared with the 3.5% loss . without the 2: 
The United § = 


Aces, Cherefore, would have Deen-better o 


7. Canada lost less than i$ of its imports éxy 


“rin 
the embargo. Wichout the Tzp it had to make us only 0.28 
of its normal consumption by reducing consumption or Graving 
down stocks, but with the IEP i+ wouidg have had to cuc 


consumption by 73 and absord its share of the remaining 


group sh 1or:fall--9, 2S of normal consumption in all. Canada 
was better off without the IEP. 


8. Wester 
Without the Ip> t 
stocks by an emount 
Under the I & wo 
oo 
i=) 


@ lost about 138 of its import 

to reduce cons sumption or draw down 
al to 12.5% of normal consumption. 
h 
as 


ave reduced consumption by 75 and 
ne sShortfall~-10.6% of normal 
stern Europe would have been better 


absorbed its 5s 
consumption in a 
off with the IEP. 
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9. Finally, Japan lost 8% of its imports, waich is i 
. also 88 of normal consumption. Without the Ir? it nad to é 
make up the €$ by demand restraint and stock drawdowns. i 
With the IEP it would have reduced constmption by 7% and ‘ 
absorbea its share of the remaining group shortZall--10.43 if 
of normal consumption in all. Japan was better off i 
Witnout the ISP. : 
; 
i 
Conclusions ie 
-- ie 
10. We conclude that the United States and Western af 
Europe would have Been better off under the IEP, put that 
CanaGa anc Japan were better off without it. Had th embargo 
been directed more at Canada and Japan, nowever, the 
opposite would be true since the IED helps most those 
countries which are targets of selective embargoes. 
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ck Table 3 : 
4 Estimated Oil Imports with ana Without the IEP Dering . 
: 2 the 1973-74 Arab OLL Embargo 
od (in million barrels per day and percentage of normal imports) ig 
2, i Total emperta West United Other Western i 
74 Available 4+ France Germany Kingdom italy European Countri: # 
i (mb/d) (2) (ub/d) (8) Gnb/d)j (8) (mb/d)~ (@) (mb/dj (8) Gab /d) (2) a 
/ Without the rrp 23,2 86 2.15 87 2.56 87 2.02 89 1.80 86 4.24 87 
i With the IEP 23.2 86 2.25 89 2.61 89 2.03 89 1.87 - 89 4.30 89 
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- ‘Total imports available to the US, 


Canada, Western Europe, and Japan. 
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